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ensures that gasoline will  go to the highest-value user.    Alter-
natives to the rationing program are standby import fees or
petroleum product excise taxes that can be activated to reduce
demand during a disruption.

Any reduction in U.S.  imports during a disruption as well as during
normal periods benefits other consuming nations as well  as the U.S.
through lower prices. For example, releases from the SPR replace some
of a worldwide shortfall  and depress prices as a result.    Only about
one third of SPR releases replace U.S. imports.    Much of the benefit
of SPR release is realized in the form of a lower price for our
remaining imports.    Similarly, the U.S. benefits from stockpile
releases and demand reduction by other countries during an embargo.

2.    Oil  Import Reductions

Oil  import reductions put downward pressure on oil  prices and reduce
our vulnerability to interruptions to some extent.    The benefit of a
lower price path and a smaller chance or cost of disruption accrues to
all  importers of oil, not just those who reduced oil  imports.    There-
fore, no individual  importer has an incentive to take into account the
benefit to the nation as a whole from reducing imports.    The role of
government Is to create incentives to reduce imports that reflect this
benefit to the nation.

An oil  import reduction can lead to a combination of benefits that
range from benefits derived almost entirely from a price reduction to
those from a reduced vulnerability.    The nature of the benefit depends
on the response of OPEC to a reduction in imports.    At one extreme, the
OPEC production path may remain unchanged, with a lower price path the
result.    In this case, our vulnerability to import reductions is
reduced only slightly because the same amount of oil  continues to be
produced by insecure sources and because world oil consumption will
remain substantially unchanged. Because total  production and consump-
tion do not change in this case, the size of the price increase during
a disruption is no different from the size if the U.S. had not reduced
imports.    Thus, the cost of an interruption is reduced only because we
have somewhat fewer imports that are subject to a price increase during
an interruption.

At the other extreme, a reduction in imports may be fully offset by a
reduction in OPEC production.    There is no benefit of a lower price
path in this case.    However, there is a reduced threat of interruption
to the extent that OPEC production cuts have occurred in insecure
countries.
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